AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE 

PROVINCIAL LEGISLATURE AND THE COUNCIL ON GA-SEGONYANA MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Ga-Segonyana 
Municipality, which comprise the statement of financial position as at 30 June 201 0, 
the statement of financial performance, statement of changes in net assets and cash 
flow statement for the year then ended, and a summary of significant accounting 
policies and other explanatory information, as set out on pages to ..r. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and in the manner required 
by the Local Government; Municipal Finance Management Act of South Africa, 2003 
(Act No. 56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2009 
(Act No. 12 of 2009) (DoRA). This responsibility includes: designing, implementing and 
maintaining internal control relevant to the preparation and fair presentation of financial 
statements that are free from material misstatement, whether due to fraud or error; 
selecting and applying appropriate accounting policies; and making accounting 
estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996{ActNo. 108of 
1 996), section 4 of the Public Audit Act of South Africa, 2004 (Act No, 25 of 2004) 
(PAA) and section 126(3) of the MFMA, my responsibility is to express an opinion on 
the financial statements based on conducting the audit in accordance with the 
International Standards on Auditing and General Notice 1570 of 2009 issued in 
Government Gazette 32758 of 27 November 2009. Because of the matters described 
in the basis for disclaimer of opinion paragraphs, however, I was not able to obtain 
sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Cash and cash equivalents 

4. Cash and cash equivalents were disclosed as R4 908 679 (30 June 2009: R1 053 884) 
in note 7 to the financial statements. The amount disclosed consisted of the primary 
bank account and the traffic fines bank account. I could not obtain sufficient 
appropriate audit evidence as to the reconciling items amounting to R1 877 378 

(30 June 2009: R2 678 894) included in the bank reconciliation of the primary bank 
account. No reconciliation or documents to support the amount disclosed for the traffic 
fines bank account could be obtained. The municipality’s records did not permit the 
application of alternative audit procedures. Consequently, I was unable to perform 
satisfactory audit procedures to obtain reasonable assurance on the existence, rights 
and obligations, valuation and allocation of cash and cash equivalents. I could not 
determine the effect of the above on the financial statements. 
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Cash flow statement 

5. Due to the impact of the unreconciled bank balances, I could not obtain reasonable 
assurance on the valuation and allocation, existence, rights and obligations of the cash 
flow statement. 

Inventory 

6. Accounting policy note 1.6 prescribes the accounting treatment of inventory. Inventory 
was overstated and expenditure understated by R2 500 000 (30 June 2009: R422 538) 
relating to stolen inventory not written off and obsolete inventory not impaired. The 
municipality did not disclose water held at year-end, prepaid electricity sold but not 
used, municipal land available for sale, and unrecorded inventory utilisation. 

Trade and other receivables from exchange transactions 

7. Trade and other receivables from exchange transactions were disclosed as 

R19 152 834 (30 June 2009: R25 745 895) in note 5 to the financial statements. I was 
unable to perform satisfactory audit procedures to obtain reasonable assurance on the 
completeness, rights and obligations, existence and valuation of trade and other 
receivables from exchange transactions. Sufficient appropriate audit evidence could 
not be obtained for trade debtors, credit balances included in the debtors, employee 
costs paid in advance, deposits, and value-added tax (VAT). An unexplained 
difference of R4 513 366 (30 June 2009: R4 328 430) existed between the financial 
statements and the trial balance. 

8. IAS 39 prescribes the accounting treatment of receivables. Trade debtors and revenue 
were understated by R1 308 865, as no interest was charged on the outstanding 
debtor accounts for services charged. The VAT receivable was overstated and 
expenditure understated by R125 823, as VAT was claimed on tax invoices not 
complying with the VAT invoice prescripts. 

Other receivables from non-exchange transactions 

9. Other receivables from non-exchange transactions were disclosed as R9 168 453 in 
the statement of financial position. I could not obtain sufficient appropriate audit 
evidence for other receivables from non-exchange transactions. The municipality’s 
records did not permit the application of alternative audit procedures. Consequently. I 
was unable to perform satisfactory audit procedures to obtain reasonable assurance 
on the valuation and allocation, existence, rights and obligations of other receivables 
from non-exchange transactions. 

Property, plant and equipment 

10. Property, plant and equipment were disclosed as R167 759 837 (30 June 2009: 

R155 194 251) In note 2 to the financial statements. I was unable to perform 
satisfactory audit procedures to obtain reasonable assurance on the classification and 
allocation, completeness, existence, rights and obligations. An unexplained difference 
of R2 467 273 (30 June 2009: R1 1 548 255) existed between the financial statements 
and the asset register. Various discrepancies were noted between the asset register 
and the physical assets. The disposal of assets was not disclosed in the financial 
statements. Sufficient appropriate audit evidence could not be obtained for additions 
and journals. 

1 1 . Accounting policy note 1.11 prescribes the accounting treatment of property, plant and 
equipment. Property, plant and equipment were understated by R1 296 366 

(30 June 2009: R24 117 1 84), as the incorrect period was used to calculate the 
accumulated depreciation. Property, plant and equipment were also overstated by 
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R5 489 665 relating to expenditure for repair and maintenance that had been 
capitalised. 

Long-term debtors 

12. Accounting policy note 1.17 prescribes the accounting treatment of long-term debtors. 
The long-term debtors balance of R303 690 (30 June 2009: R553 823) in the trial 
balance was not disclosed in the financial statements. Furthermore, the short-term 
portion of R60 188 and interest received of R35 243 were also not disclosed. 

Trade and other payables from exchange transactions 

13. Trade and other payables from exchange transactions were disclosed as R4 848 236 
(30 June 2008: R2 720 699) in note 10 to the financial statements. 1 could not obtain 
sufficient appropriate audit evidence for payables amounting to R1 007 389 

(30 June 2008: R2 720 699). The municipality’s records did not permit the application 
of alternative audit procedures, as no payables reconciliations were performed. 
Consequently, I was unable to perform satisfactory audit procedures to obtain 
reasonable assurance on the completeness, rights and obligations, existence, 
valuation and allocation of payables. 

14. The South African Statement of Generally Accepted Accounting Practice, IAS 39 
prescribes the accounting treatment of payables. Payables were misstated due to 
undisclosed payables of at least R5 827 076 (30 June 2009: R4 547 520), consumer 
deposits amounting to R1 603 506 erroneously included in the balance, retentions 
amounting to R1 084 567 already paid but still included in the balance, and the 
omission of VAT for consumer debtors amounting to R2 362 796. 

Unspent conditional grants 

15. Unspent conditional grants were disclosed as R5 639 577 (30 June 2009: R8 597 054) 
in note 1 3 to the financial statements. I was unable to perform satisfactory audit 
procedures to obtain reasonable assurance on the valuation and allocation, existence, 
rights and obligations. I could not establish if all transactions took place according to 
the conditions of each grant and whether the expenditure against the grant had been 
disclosed in the statement of financial performance. The portion that needed to be 
capitalised to property, plant and equipment or transferred to operating expenditure 
could also not be confirmed. Furthermore, a difference of R2 529 361 was identified 
between the DoRA and the amounts per the bank statements. 

Provisions 

16. I could not obtain sufficient appropriate audit evidence for an unexplained difference of 
R185 762 between the addition to the provision for leave disclosed as R465 108 in 
note 8 to the financial statements and R650 870 in note 16 to the financial statements. 
Furthermore, I was unable to perform satisfactory audit procedures to obtain 
reasonable assurance on the occurrence, accuracy and valuation of the provision for 
leave, as not all leave forms could be obtained. 

1 7. Accounting policy note 1 .9 prescribes the accounting treatment of provisions. 
Provisions disclosed in the financial statements were overstated by R4 31 8 007 
(30 June 2009: R3 478 007), as employee benefits of R1 104 346 and the bad debt 
provision of R3 213 661 were erroneously disclosed as provisions instead of payables 
and impairment against receivables, respectively. 
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Short-term loans 

1 8. The South African Statement of Generally Accepted Accounting Practice, IAS 39 
prescribes the accounting treatment of payables. Short-term bans in the statement of 
financial position were overstated and long-term loans understated by R512 188, as 
the short-term portion was incorrectly calculated. 

Employee benefits 

1 9. The municipality provided post-retirement medical benefits for certain retired staff. The 
municipality did not account for the costs of these benefits in accordance with the 
South African Statement of Generally Accepted Accounting Practice, IAS 1 9 Employee 
Benefits. I could not confirm the obligation, current service costs, interest cost and 
accumulated actuarial gains or losses. 

20. IFRS 19 Employee Benefits prescribes the accounting treatment of employee benefits. 
Employee benefits disclosed In note 10 to the financial statements were understated 
by an unquantified amount as a result of performance bonuses, 13th cheques, long- 
service awards as well as current and deferred retirement not being disclosed. 

Accumulated surplus 

21 . The accumulated surplus was disclosed as R1 55 498 063 (30 June 2009: 

R1 8 885 075) in the statement of financial position. I was unable to perform 
satisfactory audit procedures to obtain reasonable assurance on the valuation and 
allocation, existence, rights and obligations. An unexplained difference of 

R14 113 431 (30 June 2009: R13 581 851) existed between the financial statements 
and the trial balance. Sufficient appropriate audit evidence could not be obtained for 
numerous transactions. 

Statement of changes in net assets 

22. Due to the impact of the limitation of scope on the accumulated surplus, I could not 
obtain reasonable assurance on the rights and obligations, existence, valuation and 
allocation of the statement of changes in net assets. 

Revenue 

23. Revenue was disclosed as R142 132 764 (30 June 2009: R109 821 934) in the 
statement of financial performance. The completeness, accuracy, occurrence, 
classification and cut-off of some income categories could not be confirmed. Sufficient 
appropriate audit evidence could not be obtained for service charges, journals, interest 
and penalties received on arrear accounts, government grants and subsidies, licences 
and permits, and rental of facilities. 
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Expenditure 

24. Expenditure was disclosed as R133 895 241 (30 June 2009: R116 875 620) in the 
statement of financial performance. I was unable to perform satisfactory audit 
procedures to obtain reasonable assurance on the accuracy, occurrence and 
classification of the expenditure. Sufficient appropriate audit evidence could not be 
obtained for general expenditure, repairs and maintenance, and journals. Numerous 
accounting entry errors were noted in depreciation, amortisation and debt impairment. 

25. GRAP 1 Presentation of Financial Statements prescribes the accounting treatment of 
expenditure. Expenditure was overstated by R1 887 834, as the redemption of loan 
transactions was included In expenditure, some assets were incorrectly expensed, and 
some prior year transactions were recorded In the current year. Expenditure was 
understated by R248 418, as some expenditure transactions were incorrectly 
processed against the retained surplus account. 

Commitments 

26. Commitments were disclosed as R1 1 622 072 (no comparative figure disclosed) in 
note 23 to the financial statements. The completeness and valuation of commitments 
could not be confirmed, as a result of the lack of a commitment register and a system 
to account for commitments. Various projects were in progress at year-end that should 
have been disclosed as commitments. Various contracts requested were not 
submitted. The municipality's records did not permit the application of alternative audit 
procedures. 

27. GRAP 1 3 Leases and GRAP 1 7 Property. Plant and Equipment prescribe the 
accounting treatment of commitments. Commitments were understated by at least 
R91 012 237 relating to projects in progress. 

Contingent liability 

28. Contingent liabilities were disclosed as R5 500 000 in note 9 to the financial 
statements. I could not obtain sufficient appropriate audit evidence for contingent 
liabilities amounting to R1 500 000. Confirmation letters from lawyers were requested 
as an alternative audit procedure, but confirmation could not be obtained. 
Consequently, I could not obtain reasonable assurance on the completeness, rights 
and obligations, existence, valuation and allocation of contingent liabilities. 

Unauthorised expenditure 

29. The financial statements did not disclose any unauthorised expenditure. The 
municipality incurred overexpenditure on the total budget of R225 129 (30 June 2009: 
R1 900 61 9), as proper budgetary control did not take place. The completeness and 
valuation of unauthorised expenditure could not be confirmed, as a calculation for the 
unauthorised expenditure per vote within the budget could not be provided. The 
budget figures disclosed in the financial statements differed from the approved budget. 

I could also not obtain sufficient appropriate audit evidence to confirm the correctness 
of the allocation of salaries and wages to the correct department. The municipality’s 
records did not permit the application of alternative audit procedures. 
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Irregular expenditure 

30. I could not obtain sufficient appropriate audit evidence on the completeness of 
irregular expenditure disclosed in note 24 to the financial statements. There were no 
satisfactory alternative audit procedures that I could perform. 

a) The municipality operated without approved delegations of authority, as envisaged 
by section 79 of the MFMA. Consequently, expenditure approved by persons other 
than the accounting officer was regarded as irregular. This amount has not been 
quantified. 

b) An amount of R1 864 186 (30 June 2009: RIO 141 872) was incurred during the 
financial year due to contraventions of the supply chain management regulations. 
The municipality did not submit ail the tender documentation and expenditure 
relating to conditional grants to establish adherence to grant conditions. 

31. Irregular expenditure disclosed in note 24 was overstated by R762 012, as the lawyer 
fee expenditure disclosed did not meet the definition of irregular expenditure. 

Irregular expenditure was understated by R92 855 (30 June 2009: R70 303) as 
councillors received allowances greater than the upper limits set in Government 
Gazette 32833 of 21 December 2009 in relation to the Remuneration of Public Office- 
Bearers Act of South Africa, 1998 (Act No. 20 of 1998). 

Disclosure and presentation 

32. I was unable to perform satisfactory audit procedures to obtain reasonable assurance 
on credit balances amounting to R45 165 394 (30 June 2009: R4 917 688) and debit 
balances amounting to R39 256 843 (30 June 2009: R2 1 38 820) included in the trial 
balance. Evidence could not be obtained that these balances had been disclosed in 
the financial statements. The municipality's records did not permit the application of 
alternative audit procedures. I could not determine the impact on the financial 
statements. 

33. The financial statements did not disclose and present all the required information as 
outlined by GRAP as adopted In accounting policy note 1 , Directive 4 and the MFMA. 
Various significant omissions were noted. 

34. In terms of GRAP 1 Presentation of Financial Statements, each material class of 
similar items shaii be presented separately in the financial statements. Inventory 
(R6 824 701), other receivables from non-exchange transactions (R9 168 453) and 
capital and current commitments contracted and not yet contracted were not presented 
separately. 

35. The financial statements did not indicate which comparative figures had been restated 
or the details thereof as required by GRAP 1 Presentation of Financial Statements and 
GRAP 3 Accounting policies, changes in accounting estimates and errors. Various 
comparative figures did not agree to the prior year’s financial statements and in some 
instances no comparative figure was disclosed. 

Disclaimer of opinion 

36. Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. Accordingly, I do not express an 
opinion on the financial statements. 
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Additional matter 

37. I draw attention to the matter below. My opinion is not modified in respect of this 
matter: 

Materia! inconsistencies in other information included in the annual report 

38. I have not obtained the other information included in the annual report and have not 
been able to identify any material inconsistencies in the financial statements. 

Unaudited supplementary information 

39. The supplementary information set out in appendix A to F does not form part of the 
financial statements and is presented as additional information. I have not audited 
these schedules and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

40. In terms of the PAA and General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009 , 1 include below my findings on the report on 
predetermined objectives, compliance with the MFMA, DoRA, Local Government: 
Municipal Systems Act of South Africa. 2000 (Act No. 32 of 2000) (MSA), and financial 
management (internal control). 

Report on predetermined objectives 

41. I could not conduct an audit of performance against predetermined objectives, as the 
municipality did not prepare an annual performance report as required by section 46 of 
the MSA. 

Compliance with laws and regulations 

Municipal Systems Act 

42. I could not confirm whether the municipal manager had submitted a copy of the 
integrated development plan to the member of the executive council for local 
government in the province within 1 0 days after the adoption of the integrated 
development plan by the municipal council, as required by section 32. 

43. The municipality did not implement the integrated development plan, as no annual 
performance report was compiled as required by section 36. 

Municipal Finance Management Act 

44. The service delivery and budget implementation plan did not indicate service delivery 
targets and performance indicators for each quarter as required by MFMA Circular 13, 
component 3. 

45. I could not confiim whether the mayor had taken all reasonable steps to ensure that 
the municipality’s service delivery and budget implementation plan was approved by 
the mayor within 28 days after approval of the budget, as required by 

section 53(1)(c)(ii). 

46. The accounting officer did not assess the performance of the municipality during the 
first half of the financial year by 25 January, as required by section 72(1 )(a)(iii). 

47. The accounting officer did not ensure that suspense accounts were cleared and 
correctly allocated to the relevant cost centres on a monthly basis as required by 
section 98. 
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48. The municipality did not submit the annual report to the Auditor-General as required by 
section 127{5)(b). 

49. Payments were not always made within 30 days from receipt of invoices as required 
by section 65(2)(e). 

50. The internal audit function did not perform as required by section 165(2)(b). 

51. The audit committee did not perform as required by section 166(2)(a)(v) and 166(2)(b). 

Division of Revenue Act 

52. The municipality did not perform all duties as a receiving officer for schedule 4 
allocations as required by section 11. 


INTERNAL CONTROL 

53. I considered internal control relevant to my audit of the financial statements and the 
report on predetermined objectives as well as compliance with the MFMA and DoRA, 
but not for the purpose of expressing an opinion on the effectiveness of internal 
control. 

54. The matters reported below are limited to the significant deficiencies regarding the 
basis for disclaimer of opinion paragraphs, the findings on the report on predetermined 
objectives and the findings on compliance with lavirs and regulations. 

Leadership 

55. The leadership of the municipality did not set the correct tone at the top. Senior 
management did not respect and adhere to internal controls, which resulted in 
unauthorised and irregular expenditure being incurred and not detected by 
management. 

56. Oversight responsibility over the preparation of the financial statements, report on 
predetermined objectives, compliance with laws and regulations and internal control 
was not exercised by the accounting officer. The leadership did not ensure that there 
were processes to ensure that reviews took place before submission of information. 
This was also evidenced by the numerous errors in the financial statements, non- 
compliance with laws and regulations and internal control deficiencies noted 
throughout the audit process. 

57. The lack of decisive action to mitigate emerging risks, implement timely corrective 
measures and address non-performance was evident by the failure of management to 
adequately address the external audit findings in a timely manner. The municipality 
failed to properly analyse the control weaknesses and implement appropriate follow-up 
actions that adequately addressed the root causes. This resulted in the audit findings 
in the prior year report being repeated in the current year. 

Financial management 

58. Management did not review the financial statements, which resulted in material 
amendments and shortcomings in the disclosure requirements. 

59. Quality, reliable monthly reconciliations and management information were not 
prepared by the municipality. Corrective measures were not implemented to address 
shortcomings in the financial statements and related systems. 

60. The municipality did not have proper record-keeping and record-management 
processes to ensure that the documentation supporting the amounts and disclosures 
in the financial statements was properly filed and easily retrievable. Furthermore, 
various transactions noted in suspense accounts were not followed up and cleared 
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61. The chart of accounts of the financial system was setup in fine with the disclosure 
requirements of IMFO. Consequently, the municipality had to convert the trial balance 
and process transactions to meet the disclosure requirements of GRAP. 

62. Management did not timeously appoint consultants to prepare the financial statements. 
This led to deficiencies in the GRAP conversion and prior year errors not being 
corrected. 

Performance management 

63. The municipality did not timeously appoint consultants to compile the performance 
report following the maternity leave of the official responsible for this function. 

Governance 

Risk identification and management 

64. The municipality did not identify risks relating to the achievement of financial reporting 
objectives. Consequently, controls were not developed to prevent, detect and correct 
material misstatements in financial reporting objectives. 

Internal audit 

65. The municipality utilised the shared internal audit division within John Taolo Gaetsewe 
District Municipality. The internal audit unit did not follow a risk-based approach in 
selecting components to be audited and did not use a systematic method to select 
samples. Performance information was not audited during the 2009-10 financial year. 
The head of the internal unit position was vacant during the year and was filled 
subsequent to year-end on 1 September 2010. 

Audit committee 

66. The municipality utilised the shared audit committee within John Taolo Gaetsewe 
District Municipality. The audit committee did function throughout the year, but did not 
fulfil all its responsibilities. The audit committee did not review the financial statements 
of the various municipalities in the district before it was submitted to the external 
auditors. The audit committee did not review the performance management systems 
and did not make recommendations to the councils in this regard. 



Kimberley 
30 November 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 


Audiling to build public confidence 
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